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P-ROCEEDI-NGS
(9:15 a.m)
MR. HAMMOND: Good norning and thank you
for your patience this norning.
This is, of course, the first public

hearing and so, we're getting into the swing of things

alittle slowy this norning. But, | appreciate your
i ndul gence.

| " m Don Hammond. |'"'m the Deputy Fiscal
Assi stant Secretary at Treasury. And, 1'd like to

wel cone you to the first of our three public hearings
on the EFT 99 initiative, and particularly wth
response to our proposed regul ation.

EFT 99 is an inportant initiative for us
and we think it's an equally inportant initiative for
many interested parties. And we hope today, through
this process and through the rul emaki ng process, to
solicit the cooments, the insights, and the reactions
of you all as we go forward.

We appreciate your interest in this
inportant matter and we | ook forward to hearing from
you today and as we go forward in the rul emaking
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process.

Today's hearing is the first of the three
public hearings and wll be part of our rul emaking
process as we nove forward. Qur next hearing will be
Monday, Cctober 20th, in New York City, and our final
hearing will be on Cctober 30th in Baltinore.

Before we proceed, | would like to thank
t he Federal Reserve Bank today for the use of its fine
facilities and for managing the | ogistics of today's
event. As usual, they've done an outstandi ng job.

| would also like to introduce ny fell ow
panelists this norning representing the Federal
gover nnment . To ny right is Larry Stout. He's the
Assi stant Conm ssioner at the Financial Mnagenent
Service for Federal Finance. And to ny left is our
nmoderator this norning, Bettsy Lane, who is the
Director of the Cash Managenent Directorate, also at
t he Fi nanci al Managenent Servi ce.

In witing the proposed regul ati ons, which
| believe have now been out alnost a nonth for public
comment, the Treasury Departnment net wth and
solicited coments and insights froma w de range of
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public interest groups, effected stakehol ders, and
interested parties. W did this because we think that
this is an inportant process that requires the
participation and the insights froma w de range of
people. And we think that as we go forward in this
monumental shift, that we think that it's very
inmportant to have the active and ongoi ng participation
of a wide range of parties.

I n devel opi ng t he proposed regul ati ons, we
tried to keep four basic principles in mnd as we went
forward, and we'd |ike to have your insights today,
and as you go forward commenting on the regul ati on, on
t he vari ous conmponents and how it effects these four
basi ¢ princi pl es.

The first principle is that the transition
to EFT should be acconplished with the interests of
reci pients being of paranount inportance.

Second is that our policies should
maxi m ze private sector conpetition for the business
of handling federal paynents so that recipients not
only have a broad range of paynent options, but also
receive their paynents at reasonable cost wth
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substanti al consuner protections and with the greatest
possi bl e conveni ence, efficiency, and security.

Third, recipients, and especially those
havi ng special needs, the elderly, individuals with
physi cal disabilities, and those living in renote or
rural comrunities should not be disadvantaged by the
transition to EFT.

And fourth, the EFT 99 program should
bring recipients wthout bank accounts into the
mai nstream of the financial system

Wth these criteria in mnd, I would like
to, again, stress how essential your input is today
and t hroughout the coment period in -- to witing a
final regulation that is both fair, practical, as well
as neeting all recipients' varying needs.

At this point in the process, |I'd like to
turn things over the Bettsy Lane who is our noderator,
and we' Il nove forward this norning.

Thank you.

MODERATOR LANE: Thank you, Don.

W' re pl eased to have all of you here this
nmorning at our first public hearing. And we're
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especially pleased to have such diversity and regi onal
representation on the two panels that wll be
testifying this norning.

The first panel IS conposed of
representatives fromGCedit Unions. The second panel
is a mx of people |ooking nore at consuner issues.
W are asking that each witness his or her remarks to
ten mnutes. And after all the witnesses on a panel
have concluded their remarks, there will be time for
clarification or questions fromthe governnment panel.

|'d like to remnd you all that we are in
a rul emaki ng process. And what that nmeans is that the
Treasury representatives may not be able to answer all
of your questions this norning. W are seeking input.
In fact, as | said, we're seeking regional input.
We're especially interested in what you have to tel
us.

In addition to the Treasury panel nenbers
here, there are representatives from other federa
agenci es, soneone from the Veterans Adm nistrations
and the Social Security Adm nistration.

These hearings are a critical part of the
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rul emeki ng process and we want to hear all of the
input that we can. We will be asking a court reporter
to docunent the proceedings this norning so that a
transcript will be available. After approximately two
weeks, that transcript or the docunentation of this
meeting, will be available on Treasury's web site

So, you will all be able to receive it.

|'"d like to ask the panel nenbers -- the
W t nesses who have not given their testinony to a
Treasury representative to please do that.

Bef ore introduci ng our panel nmenbers this
morning, |1'd just I|ike to make a couple of
adm ni strati ve announcenents.

First of all, I'd like to give you a phone
nunber that you can use if you want to call and have
soneone call you back, or if you want to be reached.
It's 922-6014.

The second adm nistrative matter, there
wll be a nunber of people leaving all at once from
t he buil ding. The Federal Reserve has offered if
people would like to sign up for cabs, they will call
a cab and have the right nunber of cabs here, taxis,
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to take you back to wherever you're going.

Wth that, 1'd like to introduce the first
panel nenbers. Maritta Bush is the senior vice
president of the Texas Credit Union League. Jim G ay
is the president of Vought Heritage Federal Credit
Uni on. Jody Beck is a senior vice president of
operations, Southwest Corporate Credit Union. Lea
Baines is not here this norning. W were waiting to
see if she arrives and we're going to go ahead at this
poi nt. Perhaps we can have her on the second panel.
Stan Hollen is the chairman of the Credit Union
Nat i onal Associ ati on Paynents Subcommi tt ee.

So, we welconme you and we're ready if
you'd li ke to begin testifying.

MS. BUSH: Thank you. Is this on? o
ahead?

The Texas Credit Union League is this
state's credit union trade association and on behal f
of the 796 federal and state chartered credit unions
in Texas, we appreciate the opportunity to present
testinmony relating to Proposed Rule 31 CFR Part 208,
t he managenent of federal agency di sbursenents.
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In our witten testinony, we have provi ded
statistics on Texas credit unions as far as their
asset size. | believe this is fairly representative
of what you will find through other parts of the
country.

O the 5.5 mllion Texans who are credit
uni on nmenbers, approximately 30 percent of them bel ong
to the category of credit unions which are above $250
mllion in assets. Regardless of its size, every
credit union has access to a support organization
whi ch provi des EFT servi ces.

Credit unions serve a wde diversity of

Aneri cans. Twenty-seven percent are related to
manuf act uri ng. Twent y- seven per cent service
i ndustries. Twenty percent governnental. Thirteen
and a half percent associational. Si x percent
residential. And another six and a half percent in
ot her categori es. Because of these diverse
denogr aphi cs, credit uni ons have significant

experience in delivering services to consuners froma

vari ety of backgrounds.

In the United States, 346 credit unions
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have been chartered to serve consuners of limted
means by providing services with affordabl e fees.

In Texas, there are 55 credit wunions that are
desi gnated as comunity devel opnent credit unions.
Their primary purpose is to reach out to people who
may ot herwi se not have access to financial services
and to inmprove the financial well being of those
menbers.

In order to provide services to the 10
mllion "unbanked" Anmericans, it should e noted that
credit unions operate Iin a restrictive field of
menbership environnent. |If credit unions are to play
an integral role in the paynent of EBT, we request
that the Treasury Departnment work in concert with the
National Credit Union Adm nistration in support of a
br oadened nenbership base for credit unions.

The concept of electronic benefits is not
new to credit unions. We have had significant
experience wth electronic posting of payrol
deduction, net payroll, Social Security paynents,
federal retirenment, railroad retirenment, and other
federal and state treasury paynents for years. O the
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11,700 credit unions in the United States, nearly 70
percent serve as receiving points for federal direct
deposit paynents.

Some credit unions choose to maintain
Federal Reserve Bank accounts and receive electronic
paynments directly. Qhers have chosen correspondent
relationships with their corporate credit unions which
are designated as bankers' banks by the Federal
Reserve. US Central Credit Union and the 37
corporate credit unions throughout the United States
have created an efficient, electronic paynment system
whi ch enabled all credit unions to participate in the
recei pt of electronic paynents. In addition to the
technical capabilities, credit unions also benefit
from continuous training offered through corporate
credit unions which staff expertise in the EFT arena.

W now turn our attention to the proposal
and wi sh to commend the Treasury Departnent's effort
to gain efficiency by converting paper paynents to
el ectronic transfers. W share the Treasury's concern
for providing service to the estimated 10 m|llion of
"unbanked" Anericans.
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It is our opinion that the electronic
delivery of Treasury paynents would Dbest be
adm ni stered through a voluntary or optional program
Regardi ng the issue of financial institutions versus
non-financial institutions, we are not opposed to the
|atter providing that a system is inplenented to
regul ate and nonitor the practices of all paynent
agents.

Credit unions and ot her financi al
institutions are currently regulated by a nunber
federal and state agencies to ensure the integrity of
t he paynent systens. |In the event that non-financi al
are authorized as paynent agents, we strongly urge the
Treasury to consider extending its oversight to these
institutions as well.

In addition to the nearly 350 federal
credit unions designated as |low incone, in the past
three years 77 other credit wunions have brought
stable, affordable, financial services to 1.4 mllion
Anericans by just adding low inconme areas to their
current field of nenbership. These facts denonstrate
that credit unions are experienced in neeting the
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financi al needs of the undeserved.

The Texas Credit Union League believes
that the account structure of EBT should be left to
the option of the institution which is authorized as
a paynent agent. Currently, the NCUA rul es and regs
currently permt credit unions to offer four different
types of accounts in order to act as fiscal agents of
the Treasury.

Regarding fees, we believe that it is
critical that Americans are protected from excessive
charges in neeting their financial needs. At the sane
time, we recogni ze that paynent agents nmust be able to
cover their costs in delivering electronic services.
Credit unions have a long history of assessing fees
that are fair, affordable, and equitable. Because
credit union nenbers are also the owners of their
institutions, it stands to reason that credit unions
operate in the best financial interest of those they
serve.

We do have sone concerns relating to the
risks incurred by the authorized paynent agents. W
request that the Treasury address the risk of
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potential liability of a paynment agent in relation to
Regulation E, or in the event of an erroneous
di sbursenent or an inproper account closure.

Closely related, we are not confortable
that the costs of EBT have been adequately addressed
and are fully understood by potential paynent agents.
Any institution which is contenplating becomng a
paynment agent for the Treasury wll need a full
under st andi ng of the conplete financial inpact upon
its institution. W request that the Treasury
di scl ose detail ed cost anal yses associated with EBT.

Again, in closing, we appreciate the
opportunity to provide input to the Treasury regardi ng
t he managenent of federal agency disbursenent. It is
our strong conviction that «credit wunions are
technically, geogr aphi cal | y, and phil osophically
positioned to serve consuners by providing EBT
services. W welcone the opportunity to work with the
Treasury Departnment staff, not only on issues relating
to this proposal, but also in the inplenmentation of
EFT 99.

Thank you.

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

17

MR GRAY: I'mJimGay. |'mpresident of
Vought Heritage Federal Credit Union. First of all,
"1l give you a little background on ny credit union.

We're approximately $295 nillion in
assets. W serve about 48,000 nenbers. CQur office
|ocations are in Gand Prairie, Arlington, and Athens.
Primarily, we serve a heavy nmanufacturing group.
However, we have expanded and do serve a 300 sponsor
conpany. But, our greatest enphasis in nenbership and
so forth comes from heavy manuf act uri ng.

As Maritta said, one of the things that
woul d have to be addressed in order for our credit
union to assist the Treasury and make any significant
inpact in serving the 10 mllion people that are
currently outside of the banking system would be to
address the field of nmenbership issue. Al though we do
serve a | arge nunber of sponsor conpani es, we woul d be
limted to those who in sone way are connected to
t hose sponsor conpanies, probably the retirees that
are receiving Social Security, and so forth
O herwi se, we could not serve outside of that.

| would certainly encourage the Treasury
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Departnment to work with the National Credit Union
Adm nistration and the various state agencies that
regul ate state credit unions to expand our field of
menbership in order for us to be nore effective in
t hat program

Also, inreading the report, to ne, it was
not clear exactly how this program was going to be
i nplemrented. | would encourage you to do that on a
vol untary basis. | do feel that our credit union
woul d be very interested, depending upon how the
account was structured and so forth. But | do fee
like it woul d be advantageous to all parties if it was
on a voluntary basis and those that were interested in
participating, then, could style their program
accordingly and would bid on it accordingly fromthat
st andpoi nt.

| share wth Maritta the concerns wth
regard to sonme of the costs involved here. VWile |
certainly support the Treasury's efforts to reduce
their costs, and they will reduce them in various
areas in a significant way, ny concern is that a |l arge
nunmber of those costs will shift to the financial
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institutions that are acting as agents in a EBT
program

First of all, I think the inquiries that
you have di scussed in the program and reducing those
by 1.7 mllion, that's true. | think they will be
reduced to sone degree. However, there will be sone
of those that wll shift over to the financial
institutions and that's where they will direct those

cal | s. And so, the burden of staffing in order to

handle that wll then fall on the financial
institution. It will shift fromthe Treasury, that's
true.

Also, | feel that in the other areas of

costs such as the risk that Maritta referred to with
the checks and so forth now that are stol en, forged,
| ost, whatever the case may be and the Treasury's
responsibility to replace those, difficulties in that
-- in this program wll then again fall on the
financial institution. Once it had been shifted
through an electronic neans or transferred to the
financial institution, then through the card program
there is risk there.
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And the problemthat | see is that that
risk, then, falls on the financial institution. | see
very little risk, really, in paynents bei ng deposited
or transferred to the wong account. However, there
is great risk in the card program That's one of the
areas where we see greatest |osses and the nost rapid
loss to financial institutions at the present tine is
t hrough plastic cards.

So, there's a great deal of risk there
that, again, like | said, would fall on the financi al
institution. But these things have got to be
addressed in how the account is styled, and how the
financial institution has the ability through the fees
to recover those costs. These accounts, as | see
them wll have snmall balances and you will not have
the ability as a financial institution to invest the
funds in order to recover your costs. You're going to
have to recover them through sone fees. And | think
these itens have got to be addressed in order to
acconplish that.

The last itemthat | had of concern was in
the area of ability to close the accounts. The way |
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understand it, the Treasury Departnent wll have the
di scretion over whether accounts are to be closed or
not to be closed. The process, | think, needs to be
devel oped and needs to be discussed as to how that
wi Il be handl ed before we can step out as a financi al
institution and desire to participate in the program
W thout a clear understanding of how that wll be
driven, then we cannot control our risks.

Cccasionally we have to cl ose accounts at
our credit union due to the msuse of accounts or when
a nmenber has created a loss for our credit union. And
in that event, we have cl osed the account. However,
it's not clear to what that process that will take in
this particular programand | think that needs to be
clarified in order for anyone to step up and vol unt eer
to participate in the program

| would like to reenphasize, although I
have expressed sone concerns with regard to the cost
and with regard to the financial institution's ability
to recover those costs, the shifting of sone of the
costs from the Treasury to those financial
institutions, that we would |ike the opportunity to do
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t hat . However, | think these areas need to be
clarified before we would be able to say that we woul d
like to participate in the programonce we understand
t hose. | think it would be better for us at that
point in time and we could make a cl ear decision on
what we want to do.

| do appreciate the opportunity to address
the Treasury and state ny views and ny concerns.
Again, | would like to enphasize that we would like to
have the opportunity to at | east evaluate the program
to see if we would like to participate init. | think
credit wunions are positioned, as Mritta said,
extrenely well to do that. Qur credit union has both
of the accounts that you referred to, both with the
credit union systemand with the Federal Reserve Bank.
W have had those for sone tinme and do have experience
in dealing with the EFT program and the transfer of
funds fromdirect deposit, and so forth.

| appreciate that and that conpletes ny
report.

MODERATOR LANE: Thank you, M. G ay.

Ms. Beck.
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MS. BECK: Sout hwest Cor porate Federal
Credit Union appreciates the opportunity to address
t he Departnent of Treasury regarding the proposed rule
commonly referred to as EFT 99. Sout hwest Corporate
in the past has strongly supported and even pronoted
previous electronic initiatives of the Treasury, and
we support the overall concept of this one as well.
W're well aware of the benefits that could accrue as
a result of this.

First, by way of some background for the
panel and for those in the audience, Southwest
Corporate is one of 37 corporate credit unions
nati onw de which function as bankers banks for the
nearly 12,000 state and federally chartered credit
uni ons. Sout hwest Corporate provides investnent,
credit, correspondent, and paynent services to 1,200
menber credit unions in a five state region.

Yes?

MODERATOR LANE: Excuse ne. Try the other
m crophone. | don't think that one is working.

M5. BECK: This one is on.

MODERATOR LANE: Thank you. | apol ogi ze.
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M5. BECK: Let ne just start over because
| feel that those in the back probably didn't hear.

|'"d just like to say, starting, that we do
appreci ate, Sout hwest Corporate Federal Credit Union
does appreciates the opportunity to address the
Departnent of Treasury regarding the proposed rule
commonly referred to as EFT 99. Sout hwest Corporate
in the past has strongly pronoted and has supported
previous electronic initiatives of the Treasury, and
we support this -- the overall concept of this one as
well. We're well aware of the benefits that are out
there and could accrue as a result of this.

First, by way of some background for the
panel and the Treasury, and also for those out there
in the audience, Southwest Corporate is one of 37
corporate credit unions nationw de which function as
bankers banks for the nearly 12,000 credit unions --
state and federally chartered ©credit uni ons
nati onwi de. Sout hwest Corporate provides investnent,
credit, correspondent, and paynent services to 1,200
credit unions in a five state region. |In representing
Sout hwest Corporate at this hearing, it is my purpose
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to also speak for these 1,200 nenbers as they are
going to be inpacted by the issues in this proposal.

While it's not possible to have all the
details worked out in any proposal in the first draft,
there are several unresolved issues and one of these
is how designated agents will be selected. And today
| amgoing to limt nmy remarks to that one issue.

W feel that financial institutions,
including the credit wunions, should have an
opportunity to be considered as agents for these
el ectronic benefit transfers if it is their desire to
do so. However, there may be a possi ble m sconception
regarding the capabilities of credit wunions to
participate as agents. It is inherent in the proposal
that, first and forenost, certain capabilities have to
be in place to accommopdate electronic benefit
paynments. None-financial institutions cannot easily
participate because they don't have access to the
current ACH EFT delivery system And sone feel that
credit unions, particularly small credit unions, m ght
also fall into this category and therefore wouldn't be
consi dered candi dates for agent status. | hope that
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nmy next few statenments will put this fear to rest.

At the tinme the Mometary Control Act of
1980 was enacted, Southwest Corporate, as well as
other corporate credit unions, began to inplenent
services that would enable any credit union to take
advant age of the paynment capabilities that they were
then all owed. Receipt of ACH paynents was one of the
first services that credit unions enbraced and for
nearly 20 years, credit unions of all sizes have
received many types of ACH paynents, nearly every
t ype. And over 70 percent participate in the
Treasury's Direct Deposit Program

When el ectronic recei pt was nmandated from
the Fed just a few years ago, the corporate credit
uni ons stood ready to assist nenbers who could not
ot herwi se receive electronically. Mre recently, we
have pronoted the Treasury's Quick Start automated
enrol I ment process and are functioning as a sending
point for these entries for many credit unions.

Sout hwest Corporate is also working to
assist credit unions with the proposed requirenent to
process addenda information on electronic paynents.
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So, today, virtually any «credit union, either
individually or through its corporate credit union,
can participate in nearly any type of ACH activity and
a vast mpjority do.

And as Maritta had originally -- had
earlier referred to, in addition to the ACH network,
US Central Cedit Union and the 37 corporate credit
uni ons operate a very sophisticated internal automated
settlement network which m ght also be used for this
di sbursenent of paynents. Many credit unions have a
wide distribution systenms through shared branch
net wor ks, and ATMs which could be utilized for this
servi ce. Sout hwest Corporate does provide an ATM
program for its nmenbers and one of the |argest ATM
networks in the nation is owned and operated by credit
uni ons. So, the issue of technology should not,
therefore, be considered a barrier to agent status for
credit unions.

Continuing on with the topic of how
desi gnated agents should be selected, it appears that
credit unions are not only capable of receiving
el ectronic paynents, they also mght be the best
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suited as paynent agents for recipients who have not
previously held an account at a financial institution.
Credit wunions have a long history of serving
individuals of Iimted neans and they generally
provide a high | evel of personal service which would
appeal to an individual not technically proficient in
nmoder n banki ng servi ces.

And as the Treasury | ooks to ensure that
the agents are geographically disbursed, | think it's
inportant tot note that there are many areas of the
nation where a credit union is the only financial
institution that's geographically avail able. Personal
service and problem resolution could be enhanced by
having a | ocal presence.

| have addressed only one aspect of this
ruling. There are still many unresol ved issues in the
proposal and Sout hwest Corporate generally supports
the views that have been addressed by other |eaders of
the credit union novenent on these issues here today
and t hrough comrents that you've received in the mail.

Now, I t hank vyou, agai n, for the
opportunity to express our views in this setting. W
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strongly support the Departnent in this overal
direction. W would be very pleased to work with the
Departnent in the inplenmentation of EFT 99 within the
credit union industry.

MODERATOR LANE: Thank you, Ms. Beck.

M. Holl en.

MR, HCOLLEN: Good nor ni ng. ['"'m Stan
Hollen. |I'm President and CEO of Colden One Credit
Union in Sacranento, California. |'m here today as

the chairman of CUNA, Credit Uni on Nati onal
Associ ation's paynent systens subcomm ttee.

Golden One is a nenber of the Federa
Reserve System and Federal Reserve Bank of San
Francisco, and is primarily a governnment enployee
credit union. W're the sixth largest U S credit
uni on.

On behalf of CUNA, Credit Union National
Associ ation, |I'm pleased to have the opportunity to
reenphasi ze our support for Treasury's inplenent of
the Debt Collection Inprovenent Act of '96. CUNA
appl auds the Treasury for holding these hearings on
its proposed regulation. "1l nmake sonme ora
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comments. W have additional comments in our witten
docunent ati on.

CUNA is the nation's largest credit union
trade association, representing the country's nore
than 11,200 state and federally chartered credit
uni ons which serve nore than 73 mllion Anericans.
Credit unions are strong supporters of the Treasury's
direct deposit prograns with al nost 70 percent of all
credit unions serving as recipient point for their
menbers' federal funds through the program Credit
unions are capable and willing to provide consuners
access to their funds. 1In fact, credit union system
has created several systens that help mnimze the
cost and meke distribution nore econom cal .

The credit union systemis national EFT
network currently provides ATM and point of sales
services in an on-line environment to mllions of
credit union card holders. And for the nobst part,
credit unions do not apply surcharge to nenbers who
wi t hdraw funds at an ATM

Thi s sane network has direct connection to
retailers throughout the country, allowing credit
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unions to offer | ow cost debit access at the point of
sale. On-line debit cards are enabling mllions of
consunmers to obtain cash back at the point of sale
W t hout incurring a surcharge.

In addition, the credit union system has
establ i shed a uni que shared branch environnment which
enables a credit union nenber to obtain service at
many ot her credit unions throughout the country. This
is simlar to the national ATM system that allow
consuners to use virtually any ATM and still get to
their institution. Credit unions have done this
t hrough many of our branches so that credit union
menbers can go to a teller and it functions nmuch the
sanme way as an electronic switch

Thousands of credit uni ons of fer
el ectronic access to funds through these delivery
mechani sns. And they include audio response,
automated teller machines, shared branches | just
descri bed, hone banking, the Internet, smart cards.

Many credit unions access ACH services
t hrough their regional ACH clearing house association
and others obtain that service through either a sinple
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credit union, through corporate credit unions such as
Sout hwest Credit Union -- In our case, Wstport Credit
Union -- or direct fromthe Fed using data interchange
system cal | ed Connect One which is the case in CGol den
One's connection with the Fed. And a conbi nation of
t hese systens enabl es even the snmallest credit union
to receive el ectronic paynents.

CUNA wants to ensure that any credit union
which wants to participate in Treasury's bidding
process to determ ne a designated financial agent to
serve recipients who do not have an account has the
opportunity to do so. However, we also strongly
support the agency's efforts to encourage such
recipients to select their own institution. This wll
enable Treasury to utilize the direct deposit and
direct deposit Il progranms to distribute benefits in
an efficient and cost effective manner.

CUNA urges Treasury to draw upon the
resources and strong comunity connections credit
uni ons have devel oped to reach out to recipients. The
association wants to work with the Treasury in the
further developnment of its public relations and
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mar keting effort so that as many recipients as
possible will be able to choose institutions rather
t han havi ng one assigned to them

Depending on how Treasury wultimtely
structures the electronic transfer account program
credit unions could play a vital role in helping to
provi de el ectronic delivery of governnment benefits to
i ndi vidual s who do not have a financial institution
account. Unlike the other institutions, credit unions
have reached out to | ow inconme communities across the
country to provide services to individuals who are not
able to receive them el sewhere.

W are urging that credit uni on
participation be given full and fair consideration.
The credit union system can provide safe, efficient
delivery of federal paynents to recipients and,
indeed, it is doing so today. And credit unions, as
well as other financial institutions, that want to be
sel ected by Treasury as a designated financial agent
for purposes of receiving funds el ectronically shoul d
have that opportunity.

There are several ways that the credit
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union system could be utilized to provide benefit
paynments to recipients. Corporate and natural person
credit unions could work together to distribute
paynments. Under this scenario, U S. Central, the
nation's |largest corporate credit union -- maybe |
shoul d pause and define corporate credit union as
opposed to a natural person credit union. It is a,
corporate credit wunion is a banker's bank in
term nology, a credit union only for other credit
uni ons. Functions as a paynent nmechanism a
cl eari nghouse, investnment, or correspondence facility
unli ke natural person credit unions that you or |
m ght bel ong to.

U S. Central, the nation's |argest
corporate credit union, provides correspondence
services for many other credit wunions, would be
Treasury's first point of contact receiving federal
paynments for these distributed through the credit
uni ons. US Central will be responsible for
transmtting paynents to those credit unions which
upon receipt distribute the funds to the accounts of
menber's recipients. The recipients could have access
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to their funds through ATMs and POS outlets connected
to the national credit union EFT network as well as
its branches.

Treasury shoul d consider howit coul d best
utilize the Federal Reserves' paynent delivery
mechani sm to enhance the efficiency of the federal
el ectronic delivery and EFT. For exanple, Treasury
coul d provide recipient paynents to the Fed which in
turn could credit them to the Fed accounts and
institutions participating in EFT. These institutions
would then distribute the funds to the recipient
account holders. The Fed would al so serve as a safety
net and process EFT transactions that cannot be
settled el sewhere.

Field of nenbership issue is sonmewhat
uni que for credit unions and I want to touch on that
at this point. This smarter technical capabilities
and our desire to reach out, educate, and serve
i ndi vi dual s how do not have an account, credit unions
have a field of nmenbership requirement that may limt
t he nunber of EFT recipients that credit unions m ght
be able to serve. Under the Federal Credit Union Act,
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whi ch covers approximately two-thirds of the credit
unions in the US., a credit union nay only provide
services to nenbers. An individual may not have an
account at a credit union unless he or she is a
menber . There is an exception under the act for
communi ty devel opnent credit unions, |lowincone credit
uni ons, which may accept non-nenber deposits.

And the field of nenbership issue is
particularly wuncertain as a result of a pending

Supreme Court case, NCUA, et.al. v. First Nationa

Bank and Trust Conpany, et.al. and we expect a

deci sion not before Decenber, and possibly into the
second quarter of next year. This raises, for credit
unions, an issue of nenbership. As a recipient
institution under this program would this recipient
be a full nmenber of the credit union entitled to al
of the other services? The credit union, for exanple,
would they be entitled to apply for loans? So, |
think there's an issue here of how we can reach out
and hel p serve those people.

W believe that the Treasury, working with
the National Credit Union Admnistration board, should
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consider how to allow credit unions to serve these
i ndi vi dual s. Because ETAs involve public funds and
participating institutions would be agents of the
Treasury, we believe the Departnent of Treasury has
the authority to allow credit unions to offer such
services to recipients outside of their fields of
menber shi p.

l|'"mgoing to turn, now, to a few concerns
that CUNA has with the proposal. These are concerns
rai sed by the paynent system subconm ttee which | am
the chair.

The proposal does not provide details of
the account designated financial agents who wll
provi de for recipients who do not previously have an
account, an ETA Al t hough questions the agency
directs commentors to answer, provides sone clues as
to how Treasury plans to design the account. One of
our nmajor concerns is to assure consuners have a | ocal
access to their funds and based on the information
acconpanying the proposal regarding accounts for
delivery of benefits, we are not certain Treasury
shares this concern.
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Under Treasury proposal, the agency wll
request bids frominterested financial institutions to
serve as designated financial agents. These agents
wi |l provide ETAs for recipients who do not have an
account. W are -- W have strong reservation about
this process.

Whil e Treasury has indicated it wants to
work with all types of financial institutions, too
many questions are unresolved at this point regarding
the EFT account and what wll be expected of
desi gnat ed agents. Treasury nust be encouraged to
develop a full final regulation that will allow all
types of financial institutions to participate as |ong
as they have the capabilities to offer an account that
nmeets the requirenent of the Debt Collection
| nprovenent Act.

Anot her concern, credit unions with their
solid record of service for |ow incone individuals,
shoul d be anong institutions selected by Treasury for
of fering ETAs to consuners who do not have accounts.
Treasury should meke every effort to work wth
financial institutions, including credit unions, to
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sign these individuals up for direct deposit well in
advance of the January 1999 statutory deadline.

The proposal includes -- indicates
recipients should be required to access their accounts
only through an ATM or PCS debit card. This neans
i ndi vi dual s who have little or no experience with an
account or an access device would not be able to
W thdraw funds in person at the institution or wite
checks. W question whether it's necessary to deny
t hese individuals the opportunity to have access to
their funds using nethods other than through ATM or
PCS term nal s.

W' re al so concerned that dependi ng on how
Treasury structures the program pricing concerns for
consuners will arise and point of sale, PGS, use could
be di scouraged if undue financial burdens are placed
on the recipients. CUNA urges the Treasury to fully
consider the inpact of its rule on PCS.

The statute provides institutions offering
ETAs to charge reasonable costs for these accounts.
The Treasury provides |ittle guidance on how
reasonabl e costs should be determning, choosing,
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rather, to seek further input on this issue. Thus,
the Treasury may nove from a proposal which barely
hints at its intentions regardi ng reasonable costs to
a final regulation that is expected to explicitly
address the issue.

The matter of reasonable cost is a
critical one for institutions considering whether they
want to big to participate in providing ETAs.
Treasury's proposal should have provided nore
information on how it plans to determ ne reasonable
costs, whet her t here Wil | be regi ona
differentiations, whether institutions will be all owed
to determne for thensel ves what costs are reasonabl e,
et cetera.

The Treasury questions whether the
accounts should allow third party paynents. CUNA does
not think Treasury should require this feature
al t hough the -- of course, institutions would choose
to provide it. The individuals receiving the EFT
accounts have no financial institution service now, so
it's questionable whether they would find this rather
sophi sticated capability useful. For purposes of EFT,
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we believe the statute does not require nore than the
basic account which allows wthdrawals by the
recipient.

The proposal would provide waivers for
certain recipients and for paying agencies under
specified conditions such as a hardshi p waiver. Sone
wai vers are appropriate and it should not be necessary
for consunmers to present evidence that confirns their
certification. Nonetheless, we question whether such
a far reaching waiver provision that will allow many,
if not all, consuners to retain check paynents is
consistent with the purpose of the Debt Collection
| nprovenent Act.

The proposal does not provide waivers for
vendor paynents even though Treasury notes at fewer
than 1,000 institutions are able to transmt
trenendous data which will be passed on to the vendor
into human readable form W think Treasury should
consi der waivers for these paynents as we question
whet her the problemof nmaking this data readable w |
be satisfactorily addressed by January 1999, I n
addi tion, we do not believe Treasury should accept as
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designated financial agents for purposes of ETAs only
institutions that are able to provide remttance data
to vendors.

Because of the nunber of, and the
significance, of the details that have been omtted
from T Treasury's proposal, we urge the agency to review
the coments it receives on the current proposal and
solicit coments on a revised proposed regulation
whi ch thoroughly addresses these key issues. These
will include but not be limted to account structure,
reasonabl e account costs, a frame work for delivery of
benefits including capabilities of designated agents,
whet her institutions will be selected on a regiona
basis and the extent of each region, and duties of the
desi gnat ed agent includi ng whet her they would pay for
repl acenent of cards.

In closing, thank you again for the
opportunity to share these comments and concerns.
CUNA | ooks forward to continuing to work with Treasury
as it inplenents the statutory requirenents to provide
federal government benefits el ectronically.

Thank you.
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MODERATOR LANE: Thank you and thank al
our panelists this norning.

Now, perhaps sone of the governnent
representatives have questions of the panelists.

MR HAMMOND: | think first, I'd just |ike
to make one observation. VWiich is, that it is
Treasury's intention to cone out with a second -- |
hesitate to use the word proposal because it won't be
a regulatory process. But, in fact, the structure of
t he ETA account, how the conpetitive sel ection process
wi |l be conducted, as well as the terns, conditions,
duties, responsibilities, and how access wll be
determned will be presented as a proposal in its own
right for an additional 30 day comrent period sone
time after the first of the year.

So, there wll be an opportunity to
actually look at the details of the ETA account and
provi de i nput before that process goes forward. And
that will predate the final regulation itself.

MR HOLLEN. And, M. Hammond, woul d that
cover the area of fees, cost recovery?

MR. HAMMOND: Ri ght.
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MODERATOR LANE: Are there questions from
the panel? M. Stout.

MR STQUT: I'dlike to follow up with --
to the whole panel but, it was pronpted by sone
cooments M. Hollen nade. While Treasury has
recogni zed right fromthe very beginning that there
are going to be sone recipients that remai n unbanked
on January 1 of 1999, it has been our intent, and in
traveling around the country visiting many, many, nany
people, it has been our intent to try to encourage and
to nove as many of our unbanked recipients into the
financial conmmunity before that date.

W' ve even shared our experiences and sone
of our progranms, and encouraged, as M. Hollen
mentioned, a project called Direct Deposit Il which
woul d be a voluntary account relationship kind of
relationship that we try to and wll continue to
encourage. Frankly, if we ended up on January 1, 1999
wi th no one unbanked, that would be the best of all
wor | ds.

| guess ny question is related to that.
What is it that the panel thinks we m ght do and what
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the credit unions mght do, between now and January 1,
1999, to nove the largest possible nunber of our
recipients into the financial comunity on a voluntary
basis with their own individual account relationships
with that financial institution?

MR. HOLLEN: Wll, actually, to save a
little time, | did not cover that section. Nowlet ne
cover that to answer that question. It is in our
witten testinony.

One proposal we have is that Treasury
could take inportant action to facilitate marketing
with additional financial institution services who do
-- to recipients who do not have an account. Treasury
could make available to the National Credit Union
Adm ni stration the nanes and addresses of all federal
reci pients who do not have an account. Credit unions
is interested in offering nmenbership and services to
t hese individuals woul d contact NCUA, which would help
the credit unions identify recipients who are within
that credit union's field of nmenbership. The credit
union would then be able to market its services to
such recipients, and if successful, becone their
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financial institution.

We certainly would have no objection if
Treasury provi ded those nanes to the banki ng agencies
as well. The banks could nmarket their services. This
idea is fully consistent with Treasury's stated goa
of having as many as recipients as possi bl e who do not
have an account designated financial institution
before January 1, '99.

| think it's going to be very inportant to
market and to communicate to these individuals,
whether that is, from a privacy standpoint, is
sonet hing Treasury has to do directly or whether you
can allow institutions such as credit unions or banks
to market to those individuals. Per haps as a pass
t hrough but 1 think sonme heightened level simlar to
the initial introduction of the direct deposit program
is going to be very necessary.

MR. STOUT: Thank you.

MODERATOR LANE: Ms. Bush.

M5. BUSH: |I'd like to address that.

To build upon Stan's comments, the credit
union system itself, which is a conponent of the
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financial arm that Jody addressed, the corporate
credit union systemwith US Central, as well as the
| eagues throughout the country, every state has a
| eague office. Not ever state has enough credit
unions to support its own corporate. That's why there
are 37 corporate. They serve regional offices.

Over the years, we have built a very
extensive network of consuner education. W have the
ability to work very quickly with credit unions
geographically to put on |ocal educational chapters
for consuners. In our opinion, it will take a broad
based nass effort that is also |localized, sitting down
with individuals who have never had bank accounts
bef ore and explaining howit works. You need a | ocal
pr esence. Credit unions are well positioned to do
t hat today.

MODERATOR LANE: O her panelists. M.
Gray, would you like to coment?

MR, GRAY: What | can do is give you
information on what ny credit wunion has done
specifically in this regard.

Since this was announced, we've put
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toget her a packet for anyone that we saw with a
gover nment check and pronoted the EFT programto them
so that they mght establish ACH deposit of that
particular item We've al so done that through our
newsl etter and so forth.

But | would like to address, again, the
nanes that woul d be very easy, if we could have copies
of those to cross reference, then we would be nade
aware of others that mght potentially -- that we
m ght be able to serve potentially out of that group.

MODERATOR LANE: Ms. Beck?

MS. BECK "1l just conment. As |
mentioned in ny testinony, we have always taken an
active role in pronmoting EFT. And we woul d be happy
to work with all of the leagues in the five states
that we serve just to participate in pronoting this
both to the credit unions and then on to their
menbers.

MR HOLLEN. If | could follow up just --
| think this is also where the issue of the recipient
being able to opt out of the programfor a hardship.
It's going to be -- they're aware of that and | think

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

49

it's going to make it nore difficult to communicate to
the -- one of these individuals why they need to join
and beconme -- have an account at a financial
institution prior to January 1 of '99.

Many of these individuals probably are
going to be very difficult to sell or to market to
until they face not receiving their paynent. They may
not be notivated to open up an account.

MODERATOR LANE: W shoul d note that we do
plan to have a massive marketing public education
canpai gn. W have contracted with a public relations
advertising firmto work wth us over the next couple
of years to nmake sure that the nessage is received by
every recipient. W will be asking financial
institutions, consunmer and conmunity organi zations, to
work with us so that it can beconme a |ocal effort as
well as a national effort.

O her questions? M. Hammond.

MR. HAMMOND: | have a question for the
panel . The issue as it deals wth nenbership
certainly was a consistent thenme throughout the
testinmonies this norning. And, | just would like to
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clarify in nmy own mnd your thinking as to how that
applies in two separate situations.

The first is the type of voluntary
accounts, the direct deposit Il type of relationship
which an institution is free to market itself, and
whet her or not the low incone field of nenbership
exception which exists today is sonething that woul d
all owyou to go out and do that type of outreach? And
then, secondly, how the field of nenbership issue
works in relationship to the ETA account which woul d
be the Treasury fiscal agent type of relationship?
And | don't know who would like to junp into that.

MR, HOLLEN: I'Il start. | think we all
have sone coments on that.

This is going to be an inportant issue for
credit unions. As you're probably aware, conpletely
aware, we are unique financial institutions. W're
not open to the public. However, as | indicated in ny
testinony, because this deals with public funds and we
woul d be acting as agents of the Treasury, | think
there may be a nechanismthat allows the trade route
working with the NCUA, the National Credit Union
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Adm nistration, to allow this kind of account
relationship to exist as a public service. And that
does -- and | think put a burden on the NCUA to try to
determne is this, then, not really nenber of a credit
uni on but rather a public funds kind of account or a
non- menber nmenber in a sense. \Wat is the status of
t hat i ndividual. Can they only receive the funds
t hrough the desi gnated nechani sns.

The low incone -- In addition, there are
a nunber of credit unions now converting to conmunity
charters which allow serving a broader base of
menbership in a small geographic area, small city, a
smal|l county. But it certainly is an issue that we
woul d encourage the Treasury to talk to the NCUA about
because it is going to be a hinderance on credit
unions in being able to help with this program

MODERATOR LANE: Ms. Bush.

M5. BUSH I n concurrence, yes. The very
fol ks that we were tal king about this norning, the 10
mllion Arericans that are unbanked, may be the very
ones who would benefit from the other services that
credit wunions, and other financial institutions,
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of fer. W see the field of nenbership issue a
restriction. W do believe -- | agree with Stan, we
believe that the Treasury has the ability to allow
credit unions to be fiscal agents working with NCUA
Howedver, we'd like to take it a step farther.

If we can inprove the financial well being
of the people, that is the purpose of credit unions.
And in doing so, we can only give these types of
services to nenbers, what we would like to do is
extend that fiscal benefit that we're tal king of here
this norning to a full nenbership so that every person
wal king into a credit union has the opportunity to
choose which services they want to use. And that's
what is at the base of our comments.

MR. HOLLEN: Let nme add a little bit to
that, if | could. | think it's inportant for Treasury
to keep in mnd, and perhaps you have done this, focus
on the social denographics of who the 11 mllion

people are. And, there are reasons why they don't

have a financial institution account. Var i ous
reasons. Sonme cases they nmay have been -- had that
privilege taking away for abuse. In other cases, they
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sinply don't trust institutions. |n other cases they
just nuch rather receive a paper check and go in and
cash it wherever that's at.

And, | think that's got to be recogni zed
in the marketing. Many of these people who live from
check to check, they have no workable funds. They
have no savings to live off of. And, it's very, very
inportant for them to avoid or not pay fees to the
extent possible. | think that certainly fees have to
be there for cost recovery. But beyond that, that is
a unique role credit unions could play because we do
not charge the kinds of fees typically found in the
banki ng i ndustry.

MODERATOR LANE: O her questions fromthe
panel ?

MR HAMMOND: | had one additional
question related to the shared branch networks. And
in particular, you could el aborate just how extensive
that may be, both as far as the nunber of institutions
participating or the nunber of branches involved? And
| realize that may not be information you have readily
available, and if not, if you --
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MR HOLLEN: well, | could start.
Maritta, | know, has sone information. There is a
national switch. There are approxinately, say, about
23 or so l|leagues or states involved with this.
There's an extensive systemin California. There are
links of these systens that together represent -- in
California, we have about 250 |ocations, branches
that are networked. | think that's -- by year end
we'll have 250.

Nationwide, it's -- I'mnot quite sure of
that nunber. | would estimate it's probably in the
area of about 1,000 but I'm not sure. There is a
mechani sm for this switch to occur and it's been up
and runni ng. | think the reason, and | want to
enphasi ze, again, the difference between credit unions
and banks. W cooperate with each other a great deal.
And we are able to build this kind of a system w t hout
too nmuch fear of conpetition between institutions.
And so, credit unions have always been able to cone
together and build switches or a nechanism And this
is a very unique systemand provides a first -- face-
to-face contact with a teller for people who just
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absolutely won't use ATMs.

MODERATOR LANE: Ms. Bush?

MS. BUSH: There are three types of
service center networks throughout the country. Three
basi c ones. Four of them have links |ike Stan said,
so a credit union can join one network and, nuch |ike
an ATM networ k, have access to the other facilities.
There are close to 1,000 outlets or financial
institutions where a credit union nmenber can walk into
and be served just as if they were in the office of
their own credit union. The receipt has their credit
union nane. Their nonthly statenent has the | ocation
of where they did business. Very simlar to an ATM
envi ronment .

The difference is they're talking to a
human bei ng. It goes across state |Iines. The

intention is to bering in the third service center

network into a commbn swtch. This is all done
el ectronically. And it's through a cooperative
effort.

Like Stan said, there are 23 states

currently participating. W're looking at close to
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1999 when the third service center environnent cones
into conjunction with these.

MODERATOR LANE: | have a question for M.
Bush.

In your testinony, you talk about non-
financial service providers and you suggested that
Treasury's oversight mght be extended to these
provi ders. Could you clarify what role you were
t hi nki ng non-financi al service providers could
provi de?

M5. BUSH | n readi ng sone of the previous
comments, sone of the previous proposals, a couple
t hi ngs have popped out. W' ve seen the Postal Service
bei ng suggested as place where recipients could go in
and pick up sone type of a paynent. W' ve seen check

cashers, and this is where we cane across the point.

Perhaps it's not -- this should not be imted to just
fi nanci al institutions. Per haps non-financi al
institutions have a role to play. But that's

providing that there are regulations to ensure the

integrity of the paynent system

Financial institutions, whether they're
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banks or credit unions, or nutual savings, have had to
undergo regul atory annual oversight to make sure that
-- to ensure the safety and soundness for the Anerican
consuner. And what we're asking the Treasury to do,
if not financial institutions are to be considered, to
make sure that the sanme type of safety and soundness
procedures are followed by all paynent -- authorized
payment agents.

MODERATOR LANE: Any questions?

MR HAMMOND: | just had one |ast
question. There was, | think, Ms. Beck comrented in
your testinony that credit unions already owmn a fairly
extensive ATM network and | was curious what ATM
network that is?

M5. BECK: | was referring to the one in
California, the Credit Union Co-op.

MR. HAMVMOND: Thank you.

MR HOLLEN: That is the name of it and it
has about 14 ATMs statew de throughout California.

MODERATOR LANE: Thank you very nuch,
panelists on the first panel.

W will take a ten m nute break now and
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reconvene at 10: 30.

Thank you.

(Wher eupon, the foregoing matter went off
the record at 10:20 a.m and back on the record at
10: 30 a. m)

MODERATOR LANE: The second panel has five
panelists and we will go through themin order. And
then as we had with the first panel, questions from
t he governnent panel to the w tnesses.

The second panel, Fee Cogburn is the VOTE
regi onal coordinator for the American Associ ation of
Retired Persons, or AARP. Er nest Brown, Chairman,
Housing Comm ttee of Texas Acorn. Elena Cortez, the
executive director of Voice for Senior Citizens.
Roger GCette, Legal Services of North Texas. St an
Paur, President, Pulse EFT Associ ati on.

Ms. Cogburn, we would start wth you,
pl ease.

M5. COGBURN.  CGood norning, M. Chairnman,
M. Stout, and Ms. Lane, guest panelists, and nenbers
of the audi ence. Thank you on behalf of the Anmerican
Associ ation of Retired Persons, AARP. M/ nane is Ms.
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Fee Cogburn and |I'm a volunteer, Texas AARP, VOIE
Associate State Partners. | shall present our views
regarding the U S. Departnent of Treasury's proposed
regul ations to inplenment EFT 99.

Today, we want to coment on the
institutions that are to participate in EFT 99 because
they wll directly affect the availability and
accessibility of financial services.

The eligibility of financial institutions
to receive EFT paynents on behalf of recipients is one
of a nunmber of several critical topics effecting the
i npl ementation of EFT 99. As a mandate of the Debit
Col l ection I nprovenment Act of 1996, EFT 99 requires
that recipients of all federal paynents receive their
paynment by electronic funds transfer, EFT, by January
1st, 1999, unless unbanked or granted a hardship
wai ver .

AARP has a major interest in this mandate
because it disproportionately effects ol der persons.
The availability of banking services involves conpl ex
i ssues, not just the location of a point of access but
al so consuner protections, financial security, safety,
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and reasonable service fees. \Wile AARP recogni zes
the value of EFT as a consuner choice, that it can
enhance banking convenience and safety, t he
Association did not favor mandating EFT for all
reci pients of federal paynent because it could inpose
undue hardshi ps on many.

Nonet hel ess, EFT is now the |aw AARP
strongly urges that final regulations be crafted so as
to protect recipients from payi ng excessive fees and
charges to obtain their benefits. Areas where
financial services alternatives or benefit are non-
exi stent such as rural and inner city comunities, are
nmost vul nerable to hardships caused by electronic
transfer.

AARP bel i eves that the federal governnent
has an inportant role to play in assuring access to
all electronic funds, but especially mandated federal
paynments such as Social Security and other retirenent
benefits. AARP recommendations are as follows. Fees
and service changes associated with accessing EFT
paynments should be restricted to a reasonable | evel.
Entities such as check cashing and pawn shops shoul d
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not be allowed to receive this paynent or serve as
either a nmandated or sole source of access for
reci pi ents.

A m ni mum banking service account wth
consuner protection should be established and nade
avai l able by all depository financial institutions.
A nunber of financial institutions now offer free or
| ow cost accounts that could provide |less costly
alternatives for check cashing services currently used
by many recipients. Appropriate rules should be
incorporated to govern authorized paynent agents.
Plug any existing |oopholes in current regulatory
practices. Assure oversight of inproper fees inposed
on recipient's paynment. And establish a consistency
or equity across federal agencies in naking such
desi gnati ons.

Finally, the soundness of federally
sanctioned institution of a system nust be assured.
Paynent recipient lose if unsound participants go
bankrupt or cannot neet their financial obligations to
the recipient. This is particularly true if services
provided by institutions outside the traditional
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banki ng industry that are relatively not regulated
such as check cashing outlets.

I n concl usi on, although el ectronic funds
transfers offer significant benefits for consunmers and
the federal governnment, consunmer protections need to
be in place well before the January 1st, 1999 and 2000
deadl i ne. This is particularly inportant for the
unbanked. AARP stands ready to work with you in this
critical endeavor.

| appreciate your hearing ne today. Thank
you.

MODERATOR LANE:  Thank you, Ms. Cogburn

M. Brown.

MR. BROMN: Thank you. We want to thank
the Departnment of Treasury for inviting us to have our
input into this hearing today.

M/ nane is Ernest Brown. M famly and I,
along with 3,500 ot her | ow and noderate inconme, nulti-
mnority famlies are menbers of Dallas ACORN, I|ike
t he ot her 100, 000 nenber famlies of ACORN nationally.
W have cone together to nake our nei ghborhoods better
by, anong ot her things, nmaki ng government and busi ness
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nore responsive to our neighborhood. In that spirit,
| am here to speak on behalf of ACORN nenbers to urge
you to adopt policies regarding electronic fund
transfer that woul d benefit us and famlies |ike us.

We strongly believe that EFT can be a
bridge between our comunity and the financial
mai nstream This bridge needs to be built. It is no
secret that our neighborhoods don't have the credit
they need to survive, credit which they deserve. One
of the major reasons why credit opportunities are
absent from our neighborhood 1is because the
institution which provides credit, banks, are not in
our nei ghborhood. Banks aren't here and they don't
see us, and they don't know us.

But EFT changes that. R ght now, the U S
Departnent of Treasury figures that there are 10
m |l lion people who receive a federal benefit check but
don't have bank accounts. 1In order to get hundreds of
mllions of dollars in savings, Treasury is making
these 10 mllion people get accounts so that it can
send governnent benefits electronically which is nuch
cheaper than paper checks.
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Banks and others will not let this huge
profit, new market easily pass them Dby.
Unfortunately, the way to get paynments el ectronically
that are out there now and are possible in the future
doing -- bring unbanked famlies into the financia
mai nst r eam

Aptly, the proposed rules don't |let those
peopl e have any | everage to chall enge banks to give a
better service. Unl ess proposed EFT regulation is
better designed, a golden opportunity to overcone
econom ¢ di senf ranchi senent wi t hout an extra
governnent expense will be lost, and EFT will fail to
bring our famlies into the financial mainstream

R ght now, many unbanked famlies have to
cash that benefit check and pay bills w thout a bank
account. This forces themto other outfits such as
check cashers and so forth. Unfortunately, these
busi nesses do not provide any useful service beyond
cashing their checks or providing noney orders to pay
bills. Also unfortunate is the relationship the
famly has with a check casher does not |ead to better
things |like building savings or getting a loan with a
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relationship with a bank can do.

So, you see, the two tier banking system
in our country only keeps poor famlies out of the
mai nstream To bring famlies into the mainstream
Treasury will have to do three things. First, it has
to keep check <cashers from stealing custoners.
Second, it has to make sure that banks reach out to
benefit recipients and treat themlike real custoners.
Third, it nust stop its public education canpaign
until it develops a better EFT plan and until it
i ncl udes community groups in the education effort.

Treasury's EFT plan doesn't do either of
these things. Treasury plans four ways for a famly
to react to this law. First, it expects people who
al ready have a bank account to tell the governnent to
el ectronically deposit that check into ny account.
The second way it expects people to react to this |aw
is that they will go out and get an account that the
government can electronically deposit checks into
The third way is that Treasury will set up accounts
called electronic transfer accounts on behalf of
federal benefit recipients at banks so that that check
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can be deposited and accessed there. The final
purpose is that Treasury, in a small nunber of cases,
will let people waive out EFT and continue to receive
a paper check. None of these four ways, as pl anned,
i s good enough.

The first method assunes that the famly
with a bank account and therefore it's not helping to
bri ng unbanked into the financial mainstream

The second nethod, unbanked famlies go
out and get an account, doesn't help wunbanked
famlies, either. The first reason, it doesn't help
EFT live up to its potential and is because famlies
are unbanked for a reason. Sone famlies sinply don't
want a banking rel ationship. Most peopl e, however
are real obstacles keeping them from having this
rel ati onship.

The first barrier is cost. Mnthly fees,
hold on funds, wthdrawal fees, and bal ance check
fees, all conbine to deny people access to their noney
whi ch they need and all but need now.

ACORN did a survey of Dallas' |argest
banks and only three did not charge a nonthly fee.
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One of those banks charges a fee for every check
witten.

Anot her barrier is geography. Oten our
nei ghbor hoods just don't have bank branches nearby
wi th convenient hours. Wat happens when a bank don't
cater to our community is many of ny neighbors and
friends have to go to check cashers and pay exorbitant
rates to cash checks and buy noney orders. They are
paying first class prices for back of the bus service.

Despite this terrible situation, Treasury
pl anned on letting check cashers and bank to set up
accounts, any type of account, so long as they receive
our electronic noney and save the governnent noney.
People told by the governnment to get accounts would
have to pay both bank and pay cashiers to get |ess
than full banking relationships. Treasury is throw ng
us to the wol ves.

Instead, if Treasury would throw us to the
wol ves, it ought to tame them first. Banks have
al ways taken advantage of our depuration for their
servi ces. Since people are only getting accounts
because Treasury says so, Treasury has an obligation
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to make sure these accounts don't hurt people.
Treasury also has the power to make sure these
accounts don't hurt people.

The |aw clearly states that Treasury mnust
ensure that individuals required to have an account at
a financial institution have access to such an account
at a reasonabl e cost, and are given the sane custoner
-- consunmer protection as other account holders.
Treasury should use its obligation and power to
requi re banks, not check cashers, to prepare
dignified, adequate, and affordable service to
famlies that don't have bank accounts.

The third nethod, setting up ETAs at a
bank, is also inadequate. Treasury doesn't even have
a plan now, but as it develops a plan, and even while
it devel ops regul ations for accounts at banks set up
for people under the second nethod, it nust keep in
mnd the lives of the regular people. Everybody has
to nmake sone withdrawal s to pay necessary bills, like
rent, utilities, food, and clothes. Sonme of these
paynments are, by necessity, paper transactions.
Everybody will sone tinme have to save noney for |arge

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

69

purchases. They can't afford with one nonthly benefit
check such as a down paynent on a car or for
emer genci es, or to cover noving expenses and rental
deposits, or even for down paynents on a hone.

Everybody deserves the right to talk to a
person about their noney. They need the ability to
make wthdrawals, to pay for recurring necessary
expenses, to save for one tine and energency expenses,
and to get personal help figuring things out. There
may even be other financial services that can be part
of the account structure that are simlarly necessary.
Treasury is the procurer of ETA and can make -- and
must negotiate an affordable price for an account that
serves all of the needs on behalf of federal benefit
reci pi ents.

The final way Treasury will allow people
to respond to this lawis to ask for a waiver fromthe
law. But Treasury does not plan to | et everybody who
needs waivers the right to have them Sone peopl e can
wai ve EFT if a bank account is too expensive or if a
bank is too far, or if they are disabled. But nobody
can waive for these reasons if they already have a
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bank account when EFT goes into effect.

| have a bank account that | can directly
deposit ny Social Security and pension check into
right now But, the future may bring circunstances
and situations that change the useful ness of that
account to nme and nmy wwfe. | should be able to get
rid of it without noving ny Social Security benefit.

O her people who nmay have troubl e using
el ectronic accounts because of |anguage, nental
disability, poor literacy for instance, should al so be
able to waive EFT without losing their benefits.
These are vul nerabl e and needy people. The governnent
should not turn their backs on themjust to save the
40 cents a check they woul d get.

The wai ver of rights nust be expanded to
all these people and it should not matter when these
circunstances arrive that the waiver right ought to
apply.

This is Treasury's plan and its fl aws.
What we have given you are suggestions. You nust stop
the Treasury public education canpaign that 1is
bubbl ing at ot her agencies right now until it better
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develops it's unfinished and fully designed. Once the
plan if fixed, you have got to include ACORN and ot her
community groups in the public education canpaign so
that the public will be certain to know that they have
a tool for a financial future.

| want to thank you for allowing ne this
opportunity to give you ny opinion, our opinion, of
this. Thank you.

MODERATOR LANE: Thank you, M. Brown.

Ms. Cortez.

MS. CORTEZ: Good norni ng. | am
i nexperienced in this and I am drawing from ny own
personal experiences and from nmy work with senior
citizens through levels that |I've found here in the
Dal | as.

| have sone concerns and it revolves into
a nunber of people that I'm aware of that receive
Social Security or supplenental security incone, or
veterans benefit checks. And, there are several
questions that I will try and bring sone background
on.

One of the primary ones is what is the
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situation, howis it being addressed for the | ack of
literacy? How can you request of waiver? Wo or
where is the determ nation nade on the waiver? Wat's
the tinme frame? Wiat's the definition of physica
di sability, geographic barrier, financial hardship?
Where will ATMs or point of sale termnals, be
| ocated? How does it nmake it easier to pay the rent,
medi ci nes, insurance, et cetera? \Wat inpact can
usage fees, service fees, access charges, et cetera,
have on the total amount received, and will they be
mandated fees limts?

From personal observati on because | have
a 72 year old nother and I work with a ot of seniors,
the electronic funds transfer causes them sone
probl ens. Many el derly hispanics do not have checki ng
accounts at a bank, credit union, or savings and | oan
institution because they cannot read or wite in
English, or at tines even in Spanish. In prior
di scussions with banking personnel, there is |imted
or no custoner training on witing checks. If they're
only literate in Spanish, the check cannot be
processed except if entries are in Spanish.
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Many of the elderly hispanics received
| ow sal aries in their younger working days and have no
experience wth banks. They follow in the footsteps
of their parents by paying cash on a face-to-face
basi s. That neant that -- confirms to them that
paynment has been made when they see the teller stanmp
the page. As an exanple, when | worked in San Antonio
for the telephone conpany, we had a -- the main
paynent | ocation there. And from vyour own
experiences, you always receive your telephone bill
wi th an envel ope so that you can remt your paynent.
It never failed to see so many el derly persons cone
there, walk there, no matter what the weather, to cone
and give the noney to the teller so that they could
stanp it. They closed that office. For nonths, for
years, you still had themcone to try and nake their
paynment in person |like they expected it to open back
up.

The ol der hispanics | see regul arly depend
on their check received from SSA/SSI as their only
source for living expenses, which neans they do not
have enough left over to keep a m nimum bal ance to
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elimnate service fees. Service fees range from $0. 00
at very limted locations to $3.50 or higher per nonth
if you research and question the account options
avai | abl e for senior citizens.

Many tinmes the brochures and other witten
material is in small print and in English which nmakes
it difficult to understand. From observation, | see
el derly hispanics hesitant to ask questions and w ||
pay a higher fee. Wen the average SSA/ SSI check is
under $500. 00 every dollar needs to be stretched and
fees have an i npact. Because they may depend on
others to help themwite checks, you don't know when
tenptation will make the anmount |arger by tanpering
with a check

Wthin the last six nonths, | received --
| reviewed the bank statements and cancel |l ed checks of
an elderly hispanic male and found that a person he
knows had witten a check for $20.00 for him
Afterwards, it was altered and cashed for $220.00.
The el derly gentleman finds it hard to pressure anyone
and is a soft touch. But | know his regular check is
only $421.00 a nmonth for himto |ive on.
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In the areas of Northwest OGak diff and
west Dallas, there are scarce bank branches which can
make a visit to a bank a chall enge. Bus service
requires one or nore transfers. A nunber of senior
citizens have physical challenges and require use of
public transportation. There's a fee for each segnent
of the trip to use the Handy R de system and they have
to schedul e that days in advance.

Here's where ny nother's experience kind
of drawinto it. Using automated teller machi nes, or
point of sale termnals, can bring its own trials.
Security issues like witing down the PIN nunber on
the card or carrying it in their wallets can ease --
can invite ease of theft. Physi cal inpairnments can
cause their reaction time to exceed processing tine on
ATMs tinme out features. Request from help from
strangers can endanger the elderly.

Wen they cannot read and wite, the use
of ATMand PCS termnals are not possi bl e because they
have to read the instructions to proceed to the next
action sequence. Their landlord and many busi nesses
wll not be likely to have the appropriate termnals
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to handle the transactions. The charges, the fee
charges, when using ATMs vary greatly. These charges
can inpact the total amount in the course of a nonth's
transacti ons.

And, personal experience in the |ast
couple of weeks from nyself, | did not go to ny
regul ar bank ATM and used anot her bank's ATM And
was charged $1.50 for using theirs plus $1.00 because
| was outside of ny bank's network. That's $2.50.
That's one transaction. | may be able to afford it
but an elderly person would not. In grocery stores,

in other stand al one ATMs, al so charge fees.

Though | know what a cost savings the
electronic transfer of funds wll generate and |
recommend the security benefits of -- onit, | have to

bring ny concerns forward for the elderly hispanics
that have difficulty in reacting to technol ogica
changes and have chal | enges of | anguage and literacy.
The waiver availability needs to be identified and
pr onot ed.

The public education canpaign plan wll
need to be conprehensive in delivery nethod. From ny
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experience, the extensive use of broadcast nedia,
radi o, and television to spread the word will be the
best outreach nethod for elderly hispanics throughout
the country.

Anot her outreach nethod is person-to-
person through senior centers, churches, senior
housi ng residences, and partnerships with community
or gani zati ons. Cooperation with banks and grocery
community stores to have large print material and
hands-on denonstration of ATM POS termnals 1is
critical.

| just have those concerns about how our
senior citizens are going to react to it. They have
not had the experience with banks, or with ATMs, and
so there's going to be a | ot of problens.

MODERATOR LANE: Thank you, Ms. Cortez.

M. Cette.

MR, CGETTE: |'m pleased to be here today
to provide sone insight on how Treasury proposed
inpl ementation of EFT 99 w Il inpact upon ny |ow
income clients. My nane is Roger Gette. |'ve been
an attorney with Legal Services of North Texas for
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over 18 years.

Qur clients are exclusively indigent,
of ten uneducated, often illiterate, often not fl uent
in English. Those of ny clients who are recipients of
federal paynments generally receive Social Security or
SSI, and | note today in the fiscal '97 information
that was provided in the packet toady that only about
32 percent of SSI recipients in this fiscal year are--
receive their checks through EFT.

Most of these recipients do not have bank
accounts, yet they are careful and cautious with their
limted funds. To put it succinctly, Treasury's
proposed regul ati ons wi thout sonme significant changes
will lead to serious harmto | ow i nhcone recipients of
federal benefits in north Texas. | have several
specific concerns, each of which I will elaborate on
further.

First of all, insufficient regulation.
Treasury nust regulate all accounts established for
t he purpose of conplying with the federal |law Access
nmust be required through financial institutions. Fees
must be limted to those which are reasonable. And
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consuner protections rmust apply.

On waiver, Treasury has omtted far too
many criteria for hardship waivers. The nost serious
problemis the limtation of the financial hardship
wai ver to recipients who do not have a bank account.
This limtation will prohibit recipients who have
establ i shed accounts, which they subsequently find are
too expensive, from wusing the hardship waiver
Addi tionally, hardship wai ver should be available to
recipients with nental disabilities, educational or
literacy barriers, and English fluency barriers.

Protections agai nst attachnment and set up
must apply. Many | ow inconme people do not have bank
accounts because they're afraid of losing their sparse
funds to the clains of creditors. One of the easiest
ways to facilitate access into mainstream banking
would be to clarify that attachnment of federal funds
will not occur in the voluntary accounts or the ETA
established to conply with EFT 99.

Publ i ¢ education canpai gn nmust stop. |If
Treasury's public education canpai gn proceeds under
the current regqulatory structure, inconplete and
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m sleading information wll be provided to the
unbanked recipients of federal paynents.

| nadequat e regul ati on. Al'l accounts
established for the purpose of conplying with EFT 99
shoul d be regulated. Treasury nust regul ate the type
of institution who should be permtted to be conduits
of federal funds. Only financial institutions, banks,
credit unions, and savings associations, should be
permtted to be conduits for federal nonies. Thi s
woul d nean that partnering between a check casher and
a bank woul d not be permtted.

| nstead, Treasury's regul ations prohibit
federal paynents deposited by Treasury into recipients
accounts at financi al institutions that are
effectively accessible only through fringe bankers.
The reci pient should always be able to access federal
paynment in his or her nei ghborhood t hrough ATMs or PGS
devi ces nmade avail abl e through financial institutions.

The law does not differentiate between
voluntary accounts and those established by the
Treasury. The law specifically requires that these
protections apply to everyone required to have an
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account at a financial institution. By its terns,
this excludes all those who woul d ot herw se have an
account, a standard checking or savings account.
However, the words of the statutory nmandate also
dictate that everyone who establishes an account just
to conply with the federal law will have an account
which is protected by the statute.

It is essential that Treasury requires, at
the least, that, one, federal beneficiaries be able to
access their federal noney through the financial
institutions. Two, the fees charged for these
accounts be reasonable in relation to the federal
payments. And three, consunmer protections apply to
the transaction fromthe point the federal paynent is
deposited into the account wuntil the recipient
w thdraws the funds. The specifics of these
requirenents, as well as their enforcenent, can be
provi ded by the regul atory agencies whose role it is
to supervise the financial institutions.

Basi cal ly, Treasury has proposed to all ow
wai vers only to the follow ng. Recipients who have
been receiving paynents since before July 26th, 1996,
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the day of the new |l aw, and who have a bank account,
are eligible for a waiver if the requirenment for
el ectronic deposit of their benefits would cause a
hardship due to a physical disability or a geographic
barrier. O, two, all recipients wthout bank
accounts for whomthe el ectronic deposit would inpose
a hardship due to a physical disability or geographic
barrier, or would inpose a financial hardship. These
are the unbanked, and they will also have a tenporary
wai ver a few years until Treasury devel ops the whol e
system

Many nore need waivers. The effect of
this stingy set of waiver standards would be to | eave
out a lot of people who would be eligible -- who
should be eligible to continue receiving a paper
check, including, one, all those recipients who did
not have bank accounts yet signed up for one in
response to Treasury's urgings and now find that they
cannot afford the fees charged.

Two, recipients who have nment al
di sabilities. Treasury's assunption that waivers
should not be required for persons with a nental
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di sability because those who have a nental disaBility
makes them i ncapabl e of managing their own funds and
t hey have a representative payee appoi nted for them by
t he applicabl e governnent agency is wong. There are
a very large nunber of recipients wth nental
i npai rments who are quite capable of managing their
own funds in a check based system and who, absent a
transition to electronic delivery system could
function independently w thout the need of turning
their finances over to a representative payee. Sone
of these recipients may sinply be unable to renenber
a PIN. O hers may have a limted ability to think
conceptually. And while they can count out noney to
make purchases or even wite checks to pay bills,
cannot deal wth abstract benefits that they can
nei ther see nor feel.

Reci pi ents who have literacy or
educati onal problens such that use of electronic
machi nes would be difficult or are not fluent in
English. Treasury's statenent that these factors do
not pose any barriers unique to an EFT delivery system
as opposed to a check systemis not true. It does not

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

84

take an ability to read or wite to sign a check with
an X, or an ability to read English to sign your nane
on the back of a check.

It does, on the other hand, require an
ability to read English or one of the other limted
| anguages that may be available on a POS or ATM
screen, to negotiate an electronic debit of funds.
And it those who are not literate and fluent in
English that are nost likely to end up wth the
el ectronic debit only account because they will not
otherwse have a relationship with a bank, and
therefore will not be able to avail thenselves of
tell er assistance when they cannot negotiate the ATM

The EFT account should be available to
all. A great deal of attention has been paid to the
devel opment of accounts the Treasury will establish
for all those unbanked recipients who failed to
establish their own account, yet do not qualify for a
wai ver . The ETA accounts. Treasury has proposed
closely regulating these accounts to ensure real
access, reasonable costs, and application of consuner
protection. Yet, there is a trick.
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If a recipient already has an account,
Treasury's account is not available, even if the
recipient could establish that the nature of the
accounts or the fees charged for it have changed
substantially since it was originally set up. This is
wr ong. The ETA account should be available to al
federal recipients who apply for it.

The reason nmany | ow i ncone recipients do
not have bank accounts, anong -- other than those
expressed already today, is fear of losing their
l[imted funds to judgnent creditors. Low incone,
elderly, and disabled persons are particularly
vul nerabl e because of the inability to pay all of
their doctor or hospital bills. They deliberately
avoi d keeping their nmoney in bank accounts to ensure
that the bank does not allow their funds to be
attached by creditors. Treasury could go a
consi derabl e di stance to convi nci ng many recipients of
federal paynents to feel confortable in doing business
with a bank or other financial institution if they
woul d assure recipients that these funds woul d be safe
fromthe clains of creditors. Although many federal
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paynents are protected by law from attachnent and the
clainms of judgnment creditors, banks routinely fail to
abi de by these restrictions.

However, the only renmedy that a recipient
has if there has been a wongful attachnent is to sue
the financial institution. This does little good for
the recipient who is living nonth to nonth and is in
dire need of funds that were wongfully attached. As
a result, cautious recipients sinply do not allow
their funds to be kept in a bank account. Treasury's
regul ations should flatly prohibit the attachnment or
garni shnent of any funds in an account into which the
covered federal funds have been deposited.

To be fair, the public education canpaign
must provide information that the U S. CGovernnent will
make avail abl e the ETA account which will be | ow cost
accounts at banks to those who are otherw se unbanked.
And that if electronic banking causes either a
financial or other recognized hardship, recipients
wll be allowed to continue to receive their paper
checks.

It is folly for Treasury to assune that
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| ow inconme recipients will close an account to which
their federal paynents are made, even if the account
is too expensive or otherw se has abusive terns just
for the purpose of qualifying for a waiver or an ETA
account. That's a cunbersonme and conpl ex process for
any of us, |let alone those who are not confortable
W th mai nstream financial institutions.

It is essential that Treasury allow the
financi al hardship waiver as well as the ETA account
to anyone who clains to be in need of either and that
the public education canpaign inform recipients of
these rights. Despite Congress' instruction to
Treasury to ensure that individuals required to have
an account at a financial institution have access to
such an account at a reasonable cost and are given the
sanme consuner protections as other account hol ders,
Treasury has failed to specify even m ni mum st andar ds
for the voluntary accounts opened by recipients to
conply with the | aw.

In summary, Treasury nust regulate all
accounts established for the purpose of conplying with
federal |aw Access nust be required to financial
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institutions. Fees nust be limted to those which are
reasonabl e. And consuner protection nust apply. The
limtation of the financial hardship waiver to
reci pients who do not have a bank account will prevent
reci pients who have an established account from
obtaining a waiver if they subsequently find that
t hese accounts are too expensive to maintain.

Addi tional ly, hardship waivers shoul d be
available to recipients with nental disabilities,
educational or literacy barriers, and English fluency
barriers. The ETA account should be available to all
who apply for it. Treasury's regulations should
flatly prohibit the attachnment or garni shnent of any
funds in an account into which the covered federa
funds have been deposited. And finally, the public
education canpai gn shut anay wait until these matters
are resol ved.

Thank you very nuch.

MODERATOR LANE: Thank you, M. Gette.

M. Paur.

MR PAUR Good norning and thank you for
permtting me to provide ny comments on EFT 99.
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By way of introduction, | have the
privilege of serving as president and CEO of the Pul se
EFT Association headquartered in Houston, Texas.
Pulse is a not for profit cooperation that was
established in 1981 to serve the financial industry
and its custonmers in the south and sout hwestern United
St at es. Qur program operates a shared EFT network
that in 1997 wll process approximtely 250 mllion
ATM and point of sale transactions. Pulse does not
own or operate any ATMor POS term nal s but serves as
a central clearinghouse and settlenent point for
el ectroni ¢ banki ng transacti ons.

Besi des providing the shared regi onal EFT
for the south and southwestern United States, Pulse
serves as a source of information and education on EFT
issues to nearly 2,000 banks, savings institutions,
and credit unions that are nenbers of our association.

Pul se has had considerable experience
i nvol vi ng processi ng gover nment paynment s
el ectronically. In 1989, Pulse inplenented and
managed an EBT pilot program in Houston for Socia
Security and SSI recipients. For the past severa
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years, our network has served as a conduit for EBT
transactions as part of the Cticorp EBT project.
Most recently, Pulse has worked with EBT contractors
to provide ATM and point of sale access to recipients
in Col orado, lahoma, Connecticut, and Loui si ana.

The board of directors of Pul se which sets
the direction for our program has, since the |late
'80s, been supportive of federal and state EBT
initiatives. Qur board representatives from super
regi onal banks, savings institutions, and credit
uni ons, are in agreenent that the ATMs and nerchant
POS connections conbined with the efficient and
reliable network infrastructure represents a cost
effective and efficient delivery channel for
gover nnent paynents.

W believe that EFT 99 offers the
Government yet another opportunity to take advant age
of the base of termnals and |ocal net wor k
infrastructure. However, in our view, in order for
EFT 99 to acconmplish its desired objective, it is
absolutely vital, absolutely vital, that an econom c
nodel be created that serves as an incentive for ATM
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oper at or s, service providers, and networks to
partici pate.

In the State of Texas, significant
progress towards the elimnation of paper based food
stanps has been achieved through the Lone Star EBT
program Regrettably, the state has never been able to
expand its EBT effort to include the use of ATMs
because of an inability to reach an agreenent with ATM
operators on adequate conpensation for the use of
their devices. Despite several years of discussion
it seens unlikely that ATMs in this state will ever
participate in the Lone Star program w thout the
paynent of a standard interchange rate or the ability
to | evy optional convenience fees.

The absence of the state's nearly 12,000
ATMs is nost unfortunately since wthout these devices
the full potential of providing convenience to
recipients wll never fully be realized.

On behal f of the Pul se EFT Associ ation, |
woul d urge Treasury, and other agencies charged with
formul ating EFT 99, to consider that an ATM operator,
regardl ess of whether its serving its own custoner,
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another institution's customer, or a governnent
client, is faced wth the sane expenses and
l[iabilities in providing the service regardless of the
end user. To conpel ATMoperators to serve governnent
card holders for |less than standard industry rates is
illogical and certainly unfair.

It is unclear based on our review of the
docunent ation avail able to date whether Treasury has
reached any conclusions on the reinbursenent to ATM
operators and networks. W sincerely hope you wll
carefully consider the critical role of these parties
play -- they will play in the ultimte success of EFT
99. Pulse would | ook forward to working with you and
other governnment agencies in fostering a better
under st andi ng of this issue.

Thank you very nmuch for your tine.

MODERATOR LANE: Thank you, M. Paur.

Now, we go to the question section of this
panel .

M. Hammond or M. Stout, do you have
gquestions?

MR. HAMMOND: The first question |I have,
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and | guess it's probably directed to the panel at
| arge, but particular, perhaps M. Brown and M.
Cortez could help nme a little bit with this one
VWhich is -- goes to the nature of a waiver for those
who mi ght al ready have bank accounts.

| think it was nentioned in a couple of
the testinonies that there should be sone sort waiver
provision for sonmeone who is already banked and
| ooking for, | think particularly wth regard to
financial hardship. And I'd like to get a little bit
nore reasoning behind the financial hardship for
sonebody that m ght already have a Dbanking
rel ati onship.

MODERATOR LANE: Ms. Cortez.

MS. CORTEZ: The fees, when we -- and |
can renmenber this in recent --in the last tw years.
But, in talking to the different banks and asking for
the different fees, if you count the nunber of
transactions you do, the nunber of deposits, | nean,
it seens like there's a fee for every action, whether
it's bringing in noney or taking noney out. So, there
m ght be a problemthere.
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|"m nore interested -- nore involved in
the part where you're non-banking at all. But, there
are a nunber of fees and it kind of throws theminto
a different category and there would be sone
addi tional fees.

MR. BROMN: That's basically what --

MODERATOR LANE: M. Brown?

MR BROM: That's basically what | think,
t oo, because you take a person who may be getting
$400. 00 a nmonth check and there's fees. He can -- he
don't have enough bal ance to avoid fees so he gets --
he or she gets that check and it's all going to be
feed up, let's put it that way.

MODERATOR LANE: M. Stout.

MR. STOUT: We have focused a lot on the
unbanked comunity and certainly as we should. But |
woul d i ke to extend that question a little bit that
Don was tal ki ng about.

W have -- at least, and maybe nore,
constituents who already have a relationship with a
financial institution but still continue to receive a
check. What do you think are the issues and things
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that we could do between now and 1999 to encourage
those individuals, who already have an account
rel ationship but continue to get the check, even take
it tothe financial institution at which they have the
account and deposit it, to use direct deposit which is
al ready available to then?

MODERATOR LANE: Ms. Cortez.

M5. CORTEZ: There are -- | know |I've had
sonme experience of having changed the client's mnd to
go to having electronic banking transfer. [It's such
a tangible. They are so used to having sonething that
they can translate into cash noney, and they make
their decision as to whether they're going to |l eave it
in the bank or they're going to take it off with them
And that is a very hard m nd set to change.

The instance that it brings to mnd is, he
does a lot of traveling and so he sees the opportunity
there that he doesn't have to be in town to nake sure
that it's there and reaDy to be used. But, he's an
exception, that he travels.

But nost of themthat | see, and it would
be -- | guess sonething with your marketing firm and
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how to present it that that is actually going to be
done. They don't see that. There is no tangi ble way
for them to see that, vyes, you' re punching that
conputer button is going to transfer it to this bank
and say | got it. They have to see it and they want
to make their own decisions.

MODERATOR LANE: Ms. Cogburn

M5. COGBURN. One of the groups that wll
suffer nost under this is are the SSI recipients. As
you know, we're tal king, when we're tal king about all
t hese people, a lot of themonly get four sonething,
five, six hundred dollars a nonth. Only 11 percent of
SSI recipients have their -- use EFT al t hough about --
and 58 percent of them do not have a bank account.
And a lot of this group are non-speaking -- non-
English speaking people and it's very difficult for
them to handl e anyt hi ng.

And, getting to what she said, | know a
| ot of people -- 67 percent of Social Security people
use EFT. But you know, it's a nmuch hi gher group that
has bank accounts than the 67 percent. | don't have
the figure. But, they actually -- You ask them why.
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They like to handle that. They like to see it. They
want it in their hands. They like to go to the bank
and deposit it. It gives themthis good feeling. So,
they're the hard sell.

MODERATOR LANE: |1'd like to ask M. Brown
and M. Cette about the statenment that we should stop
t he public education canpaign until we know nore about
what we're doing -- those weren't your exact words.
| wonder if you could clarify what you nean because |
don't really think the public education has started
yet. W have just engaged this contractor and their
plan is due to us next nonth. And we will be
i nvol ving communi ty and consuner organi zations as wel |
as financial institutions to help us once we have this
pl an.

So, | wonder if you mght talk a bit about
what you nean by that statenent?

MR. BROM: Basically, what information
I'"'ve had is basically speculation and that's
m si nformati on. In fact, everybody has an
understanding that you're going to get any type of
federal check, it's going to have to be deposited in
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a bank, or deposited in sone type of financial
institution. It could be a check cashing place or it
could be any type of financial institution.

So, until we can -- until Treasury can
really give sone definite information on how that
el ectronic transfer is going to happen, then it's just
kind of hard to understand what you're actually
t al ki ng about .

Now, an organi zation |ike ACORN, we can
work in a community and we have nmagnet organization
here in Dallas. And we neet on a nonthly basis. And
| believe that Treasury could work with organizations
like ours so that they could get a clarification of us
and we can pass that information on over to them and
try to distinguish sonme type of trust to that
community. Then, | think, the job will be well done.
But as it is now, it's a lot of speculation. That's
what | call m sinformation.

MODERATOR LANE: M. Cette.

MR, CETTE: Yes, once this public
education canpaign is started, it would be very
difficult to change the specifics in what is being
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spread out all over the country. And so, ny point
was, that until there's sonme harder | ook at who shoul d
be eligible for the ETA accounts and what the waiver
structure should be, who should be eligible for that,
and whet her or not people who were banked can cl ose
t hat account and becone eligible for the ETA account,
until sone of those issues and questions are resol ved
inthe regulations, it was ny position that we should
not go forward with a public education canpai gn and
then perhaps have to cone back with sonme new and
different information for consuners.

MODERATOR LANE: Thank you.

M5. COEBURN: Yes, | would Iike to address
t hat .

We have 37 mllion -- 32 mllion to 37
mllion AARP people in the United States. Texas,
alone, has 1 mllion and 8. 1.8 mllion. W are
anxious and ready to start wth an educational
program |I'min the VOTE and that is the education
arm But, we want facts when we start. W're waiting
for the regulations to start our canpai gn because we
can't go out to these organizations and undo what
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we've told them But we are anxious to help and start

withit.

MODERATOR LANE: Ms. Cortez.

M5. CORTEZ: The thing | do want to just
add to their -- Since the Treasury has not put out any

i nformation, other departnents have and so it gives
the inpression that it's you either do it or you do
it.

And, one thing, too, that does not nake
any comment to the waiver. So, they' re not given that
option at that point. So, that is a point that you
need to be aware of. You may not have the infornmation
out but the information is out.

MODERATOR LANE: Thank you.

O her questions?

M . Hanmond.
MR, HAMVOND: | wanted to follow up on a
guestion and | think it canme up -- it cane up in a

couple of testinony but in particular M. GCette's

testi nony. In talking about the difference in

operating if you're illiterate in a check versus an

EFT world. And | guess |I'd |like to pursue a little
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bit nore how the transition would be nade nore
difficult by noving to electronics, if I'milliterate
today, how | operate in that environnent in the check
cashing type of node. And by all neans, M. GCette,
you or anyone el se on the panel.

MR CETTE Well, people who operate in a
check cashing node, | think have a much sinpler
exi stence than a person who has to operate in an
el ectronic transfer node. If you -- Mst of ny
clients get their checks. They go. They cash their
checks. They get noney orders when they need to. But
often times as was comented, they have a |ot of
security in going to wherever they need to pay their
bills. That's why we have all over the city, for
exanple, public utility paynment stations. People can
go pay their electric bill, their gas bill, their
what ever, at these locations. They're not -- nmany of
them are very unconfortable even in using the mail to
make paynents. They' ve often had sonme experiences
with their checks not being delivered by nmail, too.

But, what |'ve observed is that some are
reluctant to go with the electronic transfer because
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there's no certainty that those funds are there. They
alnost feel like they have to call. They have to have
sone contact. They have to hear a voice that says,
oh, yes, your Social Security check was deposited into
that account, X nunber of dollars. And then there may
be sone insecurity about doing that because the
institution may charge a set fee for each one of those
inquiries. And they -- and especially if they make an
inquiry again later on during that sanme nonth, they
may get charged for that.

But | think it's just generally overall if
| can feel it, and hold it, and touch it, then it's
real and it's noney. And witing an X or signing your
nane is about the only thing you have to do with a
check. W're all pretty nuch used to that. But, if
you have to follow sone instructions on how to use an
ATM or how to use POS, that can be real difficult.

Now, with the Lone Star card in Texas,
sone of that is nmade a little bit easier by the fact
that there was sone training that was available to
people. And there's often assistance avail abl e since,
as Stan pointed out, the ATMs haven't bought into that
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system So, you go to the grocery store and | think
now | egi slatively this year they've mandated that if
you want cash, you have to go to a separate custoner
service place in the grocery store to get the cash
You can only use your card for food as you go through
the line. So, in sone ways, those enabl e people who
are not famliar with that systemas to how to issue
it.

And then there's the problem with the
Pl Ns. We have many exanples that |1'm aware of of
peopl e who keep forgetting their PINs and they're not
-- they don't want to wite it down and have it with
themw th their card because they're concerned that if
one is stolen, the other mght go wth it, and
sonebody can negotiate all their funds. So -- but,
they find thenselves not renenbering it. And
sonet i nes when those nunbers are assi gned by sonebody
else, it's particularly difficult for them to
remenber.

MODERATOR LANE: Ms. Cortez.

MS. CORTEZ: | just wanted to add. On
there, as far as signing their name or putting an X
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they are given that noney to where they can count
these are so many, 20, 40, 50, 60, so they know what
it is. \ereas, your having to read on PCS or the
ATM it's witten. They can see the difference in the
characters as to which anmount that m ght Dbe.

And, we do have, and continue to have, a
problem wth letters, especially in the older
popul ation. There was a |ot of people that did not
experience school. And what they've | earned, they've
| earned by the school of hard knocks. But, they are
able to -- Mney is one thing that they can see
because there are different changes in each character
of each bill denom nati on.

MODERATOR LANE: | have a question for M.
Paur .

You comrented on the nunber of ATMs t hat
were available through this network. Coul d you
di scuss the adequacy of the point of sales network or
how ext ensive point of sale is?

MR. PAUR Yes, |'d be happy to.

Thr oughout the southwestern United States
there is a very pervasive network of point of sales
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termnals, particularly in Texas as a result of the
Lone Star EBT program Virtually anyone who takes
food stanps in the State of Texas today has a term nal
and PIN pad, and those devices could easily be
adaptable to the EFT 99 program

And, to Ms. Cortez's comment about paying
the fee at an ATM the other ancillary benefit of
havi ng that very pervasive network of point of sale
devices is that virtually all nerchants that are
involved in the distribution of food, or conveni ence
stores, or even gas stations, will allow for cash back
with a purchase, or even wi thout a purchase. And they
do not charge for those transactions as they do at an
ATM

So, | think that we're very blessed in the
sout hwestern United States that virtually all the
grocery stores and even places |ike K-Mart, Target,
Wal mart, take the card and have PIN pads. And | think
it works very, very effectively.

MODERATOR  LANE: Questions from M.
Hanmond or M. Stout?

MR,  HAMMOND: The question | wanted to

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 (202) 234-4433




10

11

12

13

14

15

16

17

18

19

20

21

22

106

follow up a little bit and | think Bettsy already
touched on it, was in the nature of the public
education canpaign there were a nunber of comments
about either holding back on the canpaign or that the
information itself may be inconplete. And, | was
curious with regard to the inconpl eteness, what other
messages are people looking for that should be
i ncluded within the canpai gn?

MODERATOR LANE: Any panelist want to --
Ms. Cogburn? M. Brown.

MR. BROMN: Again, like | stated a while
ago, that the Treasury could work with comrunity
groups |ike ACORN because we're out there. We're
knocki ng on doors, fromdoor, to door, to door. And
we -- each one of our nei ghborhood groups neet once a
nont h. But any information they need, whether it
better services, better police protection, whether
it's best store to shop in -- not necessarily the best
store to shop at but if the store is not providing
services that you think it should, let us know and
we'll go in and correct it up.

So, we have that trust wthin the
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community. And so, if the Treasury could work with --
| know we can't do it here today but if they can set
up sone other neeting with ACORN, groups |ike ACORN
Because we're not just here in Dallas. W're in 26
states all over the United States. And, we could sit
down and di scuss what issues that could be beneficial
to make sure that the people are getting the right
i nformation.

MODERATOR LANE:  Are there other coments?

M. Paur.

MR PAUR Yes, | alluded to the fact that
in 1989 our organization ran a pilot EBT programin
Houston. And it's interesting to hear the panelists
t oday. It seems to me the chall enge has been, and
remai ns one, of education. And education anong the
recipients as to how this system works, what the
alternatives are, precautions they nust use in
protecting the card and the PIN. The sane chal | enges
that are faced in the private sector by the banking
community also nust be transferred to the recipient
popul ati on, the unbanked.

The one comment that | woul d nmake rel ative
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to this -- to the project that we conducted, | was
absol utel y amazed at how qui ckly the recipients even--
and t he unbanked recipients adapted to the technol ogy
and woul d becone proficient in using it.

So, we're very bullish on the opportunity
that this presents. We certainly understand and
recogni ze that there are unique chal |l enges and i ssues
that nust be dealt with by Treasury. But, again,
we're very optimstic and enthusiastic about the
potential of this.

MODERATOR LANE: M. Cette.

MR GETTE: | think Treasury has sone hard
deci sions to make about all the different options that
m ght be avail abl e. And | think the gist of the
testinony that | gave is to sinplify the process a
little bit nore by maki ng the ETA account available to
nmore people with less restrictions than what's in the
proposed regul ation. And to nake the waivers fit the
popul ati on. Not that all those who m ght even fit
wi thin a wai ver would choose it.

But | think the inportant consideration
here is to consider what all the options mght be
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before there is a canpaign to educate the public. Let
peopl e know what the benefits of starting your own
accounts would be. Let people know what woul d happen
if you go into the ETA account. Let people know if
they're going to be put into a situation where they
may be dependi ng upon fringe bankers, get -- Once
those things are settled in the rules, wth the
benefit of all the comments that you all are receiving
fromall over the country, then |I think the canpaign
is ready to go forward and you won't have to back
track and say, whoops, we've changed that now. This
is an option that's available to you now that we
didn't think was going to be avail able before. That's
the gist of what |I'm saying.

MODERATOR LANE: Ms. Cortez.

M5. CORTEZ: One thing that | want to be
sure and add, dependi ng on whoever conpany that you
identify for marketing purposes and outreach, the
education conponent is very inportant. But the other
thing that has to be considered is that |anguage.
And, looking at it from nmy perspective, of the
hi spanic community, that Spanish is not the sane
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Spanish if you are in the southwest of Texas as
Spanish that is in New York or Spanish that is in
Mam , or Spanish that is in Nevada. Whatever it is,
that it needs to be considered as being nore
| ocalized, nore identified, for that particular
section. A lot of people do not always trust an
unknown. They trust nore a person from their own
particular area. So, that is one of the things that
we encounter quite often. Sonmething that is witten
out in Spanish and everybody says, oh, this is great.
But, the Spanish that may have been from a person that
they're nore -- their background is nore Puerto Rican
or maybe Cuban, or maybe the interior of Mexico in
deference to the Texas border, Texas-Mexico border
So, there are so many different distinctions and
that's not even taking into account the Asian
| anguages that there are so many different dialects
and differences in tones.

MODERATOR LANE: Ms. Cogburn

M5. COGBURN. Wien we start our education
program every programthat we give to a group, the
first question they' re going to ask is where do we go.
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And if we don't have the answer, we've wasted our
educational material for that group. So, we have to
have sone hard facts, the regul ations, before we go
forth with it.

W'll doit. W're going to have a short

time. | can tell by the span it's going to be a short
period and we'll have to do it fast and hard, but we
will.

MR HAMMOND: | just had one |ast

question. And it gets to the issue of access. And |
think there was a recurring thene that certainly in
sonme nei ghborhoods that the availability of bank
branches are few or perhaps nore difficult to access
than they may be in all nei ghborhoods overall. And I
guess the question | have is, in relation to those
nei ghbor hoods, how extensive is the access through PCS
and ATM networks in those sane nei ghborhoods where
bank branches may be a little nore difficult to
| ocat e?

M5. COEBURN. | believe the man on the end
down there could tell you we have places like 5th
Ward, wards there, there's been no banking facilities
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up to a few years ago. | think he could answer that,
about the nmachi nes.

MODERATOR LANE: M. Paur.

MR PAUR Yes. 1'd say the placenent of
ATMs in those markets is probably limted. | would
tell you that the deploynent of point of sale

termnals in that nmarket is probably pervasive because
any entity that took food stanps heretofore and, for
exanple, the State of Texas, is alnost certainly
equi pped with a PIN pad and a termnal. And nost of
t hose nerchants | would say give back, if not all,
gi ve cash back

MODERATOR LANE: Ms. Cortez.

M5. CORTEZ: In his reference to the Lone
Star card, yes, those are available. But the ATMs,
it's correct. They are not out there in sone of these
nei ghborhoods. And there is |imted access to grocery
stores which is the normal point of having those
PCS' s. So, there are a nunber of locations in an
urban area |ike Dallas, and not |ooking at any rural
areas, as to what woul d be avail abl e.

MODERATOR LANE: Thank you very nuch,
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Panel Nunmber 2.

I'd like to remnd everyone that the
transcript of today's proceedings will be available in
approxi mately two weeks. | nentioned that it will be
avail able over the Internet on the Treasury's Wb
site. For those people who don't have access to the
Internet, if you would prefer to receive a paper copy,
pl ease see soneone from Treasury after the hearing and
we can make that available to you

| would also encourage you to submt
comments in witing before the Decenber 16th date
This transcript will be a part of the official record
but | would encourage you, if you want to make
of ficial coments, please do that.

Thank you very nmuch for com ng today.

(Whereupon, at 11:40 a.m, the public

heari ng was concl uded.)
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